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THE CREDIT DEPARTMENT AND 
THE INDEPENDENT ACCOUNTANT
By LEE ELLA COSTELLO, C.P.A., Houston Chapter, A.S.W.A.
The independent auditor’s primary object 
for being in your office is to be helpful and 
to render a summary of your business that 
will be useful to management in dealing 
with merchandise resources, banks and 
other creditors. The credit department is 
not generally thrown into as much immedi­
ate contact with the independent account­
ant as the various sections of the account­
ing department, unless, as in the case in 
many small businesses, the accounts re­
ceivable department and the credit depart­
ment are one and the same. However, no 
segment of a business institution can be 
more helpful to or can receive more help 
from the independent accountant than the 
credit department.
First, consider the businessman who 
sells direct to the consumer. Credit is ex­
tended to customers in every walk and 
station of life, and often the best customers 
are homemakers on limited budgets. This 
may be the statement of a heretic, but there 
are actually times when a confirmation re­
quest sent to certain classes of customers, 
does damage to a client’s business. There 
are good customers who pay promptly and 
who become disturbed by a reminder that 
a bill has not been paid. Many, many people 
do not know the difference between a con­
firmation request, and a “did you forget us” 
reminder, even though most auditors are 
careful to print on their statement in large 
letters “THIS IS NOT A DEMAND FOR 
PAYMENT.”
Generally accepted auditing principles 
demand that accounts receivable be verified 
in a manner independent of the client’s 
records, but, as a heretic, I declare that, 
in my opinion, there are times when many 
customers should not be written directly. 
There are various procedures which can be 
followed by the auditor to satisfy himself 
that the accounts receivable are valid and 
adequately protected by allowance for un­
collectibles, but where in an organization is 
there a better source of help than in the 
credit department? Information in the 
credit department is generally confidential 
but is usually made available to the auditor. 
The sales department certainly has no dos­
sier on each individual customer, but it 
never ceases to amaze me how much 
“credit” knows about me and my neighbors. 
The credit department can give the inde­
pendent accountant a reliable opinion as to 
the dependability of a customer in arrears; 
it is here where we confer on accounts that 
seem doubtful on the face of the ledger; 
and it is here where we sometimes change 
our minds when we find a comparatively 
new balance which we would ordinarily not 
think of charging to a reserve.
Businessmen are finding the burden of 
administrative expense getting heavier and 
heavier. Costs must be cut where possible, 
and more and more we are turning to client 
personnel for the preparation of detail used 
in our reports. If credit and accounts re­
ceivable are manned as one department, 
then the aging and prediction of accounts 
can be done by the department, saving hours 
and often days of high-priced work by the 
auditor’s staff. If the two departments are 
separate, then the accounts receivable de­
partment does the listing, balancing and 
aging, passing its completed work to credit 
where any unusual circumstance surround­
ing an account is noted. This job completed, 
the auditor merely has to make adequate 
test checks for accuracy and go into con­
ference with department heads for discus­
sion of bad debts and other aspects of the 
accounts.
Further amplifying my heretical state­
ment regarding the verification of accounts 
receivable, I assert that the independent 
accountant cannot shirk his responsibility 
in his certification of any material item on 
the balance sheet—and this includes notes 
and accounts receivable. The accountant 
can be of great assistance by requesting a 
reply to his confirmation statement sent to 
the delinquent customer. One credit man 
told me he knew of no better collection 
medium than a letter from his auditor. The 
accountant always careful to indicate that 
he is not a collector, often sends out the 
second, third or even fourth request for 
a confirmation of a balance due—and this 
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third or fourth letter is frequently just the 
spur needed to inspire the d. 1. q. to enclose 
a check with his scathing reply.
Certified public accountants are, in re­
sponse to the demands of business, gradual­
ly expanding their services and often are 
able to serve as management consultants. 
This area is wide and covers many facets of 
industry, and the accountant who is a speci­
alist in the field of internal control can, by 
co-operating with the head of the credit 
department, render his client an invaluable 
service. Here are a “baker’s dozen” of the 
areas where he might offer suggestions— 
and where he might learn something use­
ful to himself:
1. Determination of outstanding volume 
for various lengths of time through 
aging of accounts.
2. Comparison of credit sales with total 
volume.
3. Comparison of the ratio of receivables 
to the current ratio.
4. The study and evaluation of the treat­
ment of credit memoranda.
5. The effectiveness of the system of 
writing off bad accounts.
6. Review of the procedure used in grant­
ing credit.
(Here, in particular, the accountant is 
going to be interested in how often 
the credit department is by-passed and 
how much freedom management allows 
credit in opening accounts.)
7. Special handling of employees’ ac­
counts.
8. Safeguards in procedures used in bill­
ing and collections.
(Is there adequate control in posting, 
billing, collections, deposits and cash 
flow? You readily see the connection 
between credit and accounting in these 
functions on account of the responsibil­
ity of the credit department for action 
in delinquent accounts.)
9. Coordination between the sales depart­
ment and the credit department as to 
credit policies and selling terms.
10. Comparison of the client’s credit losses 
with averages in the industry.
11. Comparison of collection costs with 
collections.
12. Insurance that all personnel and ma­
chines are utilized to the maximum.
13. To establish that credit reporting agen­
cies are doing their jobs and that their 
reports are up to date—and that the 
use of them is efficient and economical.
There has been considerable recent dis­
cussion and research in the direction of 
such management services which can prop­
erly be rendered by the CPA. Many serv­
ices are so closely tied to the accounting 
and auditing functions with which the CPA 
is directly involved that the independent 
accountant is the logical person to study 
the problems and offer solutions.
Proper analysis of the credit depart­
ment, using actual figures, can determine 
whether the manager is himself in tune 
with the rest of the business or is actually 
restricting the available business of the 
company through policies employed in 
granting credit to customers. It is not nec­
essarily good to be able to brag that an­
nual credit losses have been one-half of 
1%, when, with a slightly more lenient, 
yet firm, credit policy, the balance might 
swing up to 2%, with an offsetting increase 
in sales and good accounts.
Never to have a loss can be a very poor 
barometer. On the other hand, slack meth­
ods and over leniency are indicated when 
bad debt write-offs are material. The ba­
rometer in this instance is often high col­
lection costs, and sizeable charge-offs al­
ways reflect “sloppy” methods. Paying a 
full time collector who does not bring in a 
profit from the collection of doubtful ac­
counts is dead wood. If you break even on 
such collections, all you are proving is that 
some of your uncollectibles are collectible.
Throughout my career in public account­
ing, I have noted from client to client that 
the credit department with a firm, fast col­
lection policy, implemented in such a man­
ner as not to drive customers into the arms 
of competitors, is the one which turns in 
the best performance at the end of the year. 
In times like today, when credit is readily 
available and most of us have established 
such ratings that we can purchase almost 
anything “on the cuff”, the joint respon­
sibility of the credit department and the 
independent accountant increases appalling­
ly—the credit department to maintain an 
equitable credit policy and the accountant 
to declare in his report that the net re­
ceivables as shown are, in his opinion, 
currently collectible. Either one can do a 
better job with the friendship and help of 
the other.
Co-operation between the auditor and 
the credit department will pay off. You 
may well wonder, if your job is in retail, 
why the auditor should “snoop” into your 
business. You may well say, “I don’t handle 
any money, and, if I did, I wouldn’t steal 
it. I report to management every single 
time I have a delinquent account to contend 
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with. My boss knows exactly the condition 
of my accounts.”
My answer to your first argument is 
that the independent accountant is al­
ready pretty sure you are not a thief. Al­
though in our training we are taught that 
we must search for safeguards against 
fraud, it is most gratifying that cases of 
thievery of funds or merchandise are few 
and far between. To me, this is a lesson in 
the basic decency of people—particularly 
those people who are capable of rendering 
judgement and are willing to accept im­
portant responsibility.
The second argument is answered by tell­
ing you we know you report the condition 
of your accounts to management, and, if 
management had no other use for the in­
formation than to “prod” collections, then 
the independent accountant would by-pass 
the credit department entirely—and you 
would be saved perhaps considerable an­
noyance.
However, management must use his ac­
counts receivable for other purposes than 
just augmenting sales and harassing the 
credit department. Generally speaking, ac­
counts receivable are a major portion of as­
sets currently convertible into cash. If ac­
counts are in a current condition, finan­
cial management can often regard them 
as they consider cash in the bank.
If the auditor and the credit department 
have worked hand in hand to insure that 
there is no material qualification in the cer­
tification of accounts receivable, then the 
credit rating of the retailer will not be 
curtailed. This account lies in direct rela­
tion to accounts payable—large non-cur­
rent accounts receivable spawn large non- 
current accounts payable.
Now there lies the “hitch” and the proof 
of the “pudding”. When a retailer extends 
credit with a smile on his face, then he 
must extract credit from the manufacturer 
and the wholesaler—with or without a 
smile. If you extend credit and your ac­
counts receivable are maintained on an 
even keel — and your independent ac­
countant can so certify—then the fault lies 
with management and not the credit de­
partment when accounts payable are delin­
quent or even when the department is un­
able to take full advantage of anticipation 
and cash discounts.
As a rule, those in management are 
fairly sure of employees—particularly key 
men and women—and, therefore, we, the 
auditors, are not employed primarily to 
test your honesty and performance. State­
ments issued by certified public account­
ants are submitted to merchandise re­
sources, banks and other creditors in appli­
cations for new or continued credit. Many 
banks and factories require at least one 
statement per year, regardless of the size 
and generally known financial responsi­
bility of the customer. These statements 
are required to be prepared by fair and im­
partial people entirely unconnected with a 
particular business. It is often the case 
that the statement prepared by the auditor 
is exactly the same as that prepared by the 
controller. However, it is presumed that 
the controller is not unbiased, and the im­
pact of reliability is stamped upon the re­
port certified by an independent accountant. 
The business public, especially the credit 
department, knows the obligation under 
which the independent accountant prac­
tices. Our ethics demand that we certify 
a fair and reasonable net worth, with 
attendant balance sheet and profit and 
less ratios, only after an objective exam­
ination of the financial position of the client.
The most important ratio in the evalu­
ation of a credit risk is the current—cur­
rent assets over current liabilities. If the 
audit report contains the unqualified cer­
tification, either actual or implied, that the 
accounts receivable are worth dollar for 
dollar, that all the liabilities are listed in 
their proper places in the balance sheet, 
and if the current ratio is satisfactory, 
then you can be pretty sure there will be 
no COD shipments.
Consider the three main items compris­
ing current assets: Cash is cash—it is 
there or it isn’t; merchandise is tangible— 
it can be seen, felt, often tasted, some times 
heard and occasionally smelled; but ac­
counts receivable you see and then you don’t 
see. You deal with the unpredictable hu­
man element. You must be able to “have the 
feel” of the dependability of a debtor, you 
must study human nature, you must “have 
a heart” and yet be heartless. You have to 
consider the position of the sales depart­
ment, you have to consider the condition 
of the notes at the bank, you have to see 
that collections stay ahead of disburse­
ments.
If your employer did not extend credit, 
he would not have hired you, and, if your 
employer did not need credit, he would not 
hire me. Therefore, even though it has 
been said that the twain shall never meet, 
you and I, or our counterparts, twain 
though we be, must meet everyday on a 
common ground and merge our talents for 




By OLLIE B. COPELAN, Atlanta Chapter, A.S.W.A.
One of the tools which management 
uses to safeguard business assets and the 
integrity of internal business associates 
is termed internal control. While internal 
control has been defined by many sources, 
a recent American Institute of Certified 
Public Accountants report defined it as a 
method “Comprising the plan of organi­
zation and all of the coordinate methods 
and measures adapted within a business 
to safeguard its assets, check the accuracy 
and reliability of its accounting data, pro­
mote operational efficiency, and encour­
age adherence to prescribed managerial 
policies”. In the past decade management 
and the public accountant have actively 
collaborated in devising a practical system 
of internal control. This collaboration has 
been the result of the growing complexity 
of the modern business unit and the reali­
zation by both professions that it is not 
feasible for them to do a sufficient amount 
of personal observation and checking to 
accomplish their individual purposes. The 
public accountant is especially well quali­
fied to act as a consultant and appraiser 
of an internal control system because of 
his training, experience, and interest in 
his client’s well being.
Logic dictates that large business units 
are most susceptible to the pitfalls of a 
lack of internal control and, conversely, 
better suited for an efficient system of 
internal control. This does not mean that 
small business is not subject to a system 
of internal control. Size only determines 
the method to be used. Every business, to 
have an effective system of internal con­
trol, must have:
(1) Distinct lines of authority and sep­
aration of business functions.
(2) An orderly method of record keep­
ing and protection of physical as­
sets.
(3) Qualified and active personnel.
(4) Active supervision of employees, 
routines, and the Company’s pre­
scribed policies.
One of the important principles of in­
ternal control requires that no one person 
handle a business transaction from be­
ginning to end. This principle and prac­
tice is outlined below in a few of the 
major components of a good internal con­
trol system:
Petty Cash Fund
The imprest fund system should be 
used and the responsibility for the fund 
vested in one person.
The custodian of the fund should be 
separate from employees who receive re­
mittances from customers.
Formal vouchers or receipts for all fund 
disbursements should be obtained by the 
custodian. Such vouchers should be ap­
proved by a responsible employee for pay­
ment and subsequently cancelled in some 
manner so that they cannot be reused.
Reimbursement checks should be pay­
able to the custodian.
The fund’s use should be restricted to 
small disbursements which, by their very 
nature, are not practical to be entered in 
the accounts through the accounts pay­
able routine.
The fund should frequently be sur­
prise counted by a member of the man­
agement team.
Cash Receipts
Mail should be opened and distributed 
by employees who have no access to the 
general records or customers’ accounts. 
Responsibility for the receipts from the 
moment the mail is opened until deposited 
should be clearly fixed.
A record should be prepared by the per­
son responsible for opening the mail of 
all remittances received, which should be 
given to someone other than the cashier 
or bookkeepers for later independent veri­
fication of the amounts recorded and 
deposited.
Cash registers, numerical sales slips 
and receipts should be used.
Each day’s receipts should be deposited 
intact daily by someone other than the 
cashier.
A duplicate deposit slip, properly au­
thenticated by the bank, should be re­
turned to a person independent of the 
cashiers and compared (a) With the rec­
ord of incoming remittances discussed 
above, and (b) The cash receipts book.
An independent record of all scrap and 
equipment sales should be kept by per­
sons independent of the cashier.
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Cash Disbursements
Checks should be prenumbered and 
numbers should be accounted for at all 
times.
Voided checks should be mutilated and 
filed with paid checks.
A check protector should always be 
used.
Authorized signatures should be lim­
ited to employees who have no access to: 
(a) Accounting records 
(b) Cash receipts 
(c) Petty cash funds.
Checks should not be signed or counter­
signed in advance.
Checks are not drawn to “cash” but to 
an individual in order to place definite 
and direct responsibility.
Bank reconciliations should be made by 
someone who has nothing to do with the 
cash procedures.
The person reconciling the bank ac­
counts should examine, for obvious rea­
sons, the paid checks for date, name, can­
cellations and endorsements and com­
pare same with the disbursement records.
Supporting data should accompany 
checks when they are submitted for signa­
ture.
The executive signing checks should 
thoroughly understand the necessity of 
internal control as applied to the vouchers 
before him.
Notes Receivable
Notes should be authorized by a respon­
sible executive.
Negotiable collateral, if any, should be 
in the custody of an officer or employee 
other than the cashier or employee who 
keeps the applicable accounting records.
The notes should be inventoried period­
ically and reconciled with the general 
ledger controlling account.
Partial payments should be endorsed 
on the back of the notes.
Accounts Receivable
Customers’ accounts should be regular­
ly balanced with the general ledger con­
trol.
Monthly statements should be sent to 
all customers by a person other than the 
bookkeeper who will compare the state­
ments with the accounts and keep them 
under control until mailed.
Accounts should be aged periodically 
and reviewed as to delinquent accounts 
and collection follow up.
Disputed items should be handled by a 
responsible employee other than the ac­
counts receivable bookkeeper.
Write off of bad debts and adjustment 
credits should be approved by an officer. 
Bad debts written off should be under 
accounting control.
Credit memoranda should be approved 
by proper authority and be under numeri­
cal control.
Payment of credit balances should be 
approved by proper authority.
Credit, collection, accounts receivable 
and sales departments should be indepen­
dent of each other.
Inventories
Material purchases should be delivered 
to a central storage department under 
perpetual inventory control.
Perpetual records should be kept of all 
major inventories by employees indepen­
dent of the actual stores keepers.
Perpetual inventory records should be 
checked by physical inventories at least 
once each year.
Physical counts at year-end should be 
made by employees independent of the 
store keepers and those responsible for 
maintaining the perpetual records.
Approval of a responsible employee 
should be necessary where adjustments 
are made to the perpetual records based 
upon physical inventories.
Periodically, statements should be fur­
nished the management, showing:
(a) slow moving items, (b) obsolete items 
(c) overstocks.
Accounting control should be maintain­
ed on the following classes of inventories: 
(a) Consignments
(b) Materials in hands of suppliers
(c) Materials or merchandise in ware­
houses
(d) Merchandise shipped on memoran­
dum.
Merchandise on hand, not the property 
of the company, should be physically seg­
regated from the company’s property and 
under accounting control.
Written instructions should be prepared 
for guidance of participating employees 
in physical inventory takings.
All steps in the inventory preparation 
and recapitulation should be double 
checked.
Securities
Securities should be kept in a bank safe 
deposit box or in a locked box in the com­
pany’s vault or safe.
The securities should be inspected 
periodically.
The securities should be in the name 
of the company.
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A detailed record should he Kept by the 
accounting department.
Purchases or sales should be authorized 
by a duly authorized officer or the board 
of directors.
Property, Plant Equipment
Plant ledgers, should be kept on each 
individual item and balanced at least an­
nually with the general ledger controls.
Capital expenditures should be author­
ized by the Board of Directors or some 
authoritative management group.
Approval of management should be ob­
tained before equipment is scrapped.
The Company should have a well de­
fined policy to govern accounting for capi­
tal additions as opposed to maintenance 
and repairs.
Retirements should be reported in a 
routine manner.
Accounts Payable
The vouchers payable register should 
be compared monthly with the general 
ledger control, and should be kept by 
someone other than the general ledger 
bookkeeper.
Efforts should be made to obtain state­
ments from all vendors monthly for com­
parison with the amounts shown by the 
books.
Adjustments of recorded accounts pay­
able should have executive approval.
Prepayments and other debit balance 
transactions should not be recorded in ac­
counts payable—but rather by use of a 
separate general ledger account.
Sales
Customers’ orders should be received 
and approved before acceptance by a re­
sponsible party.
Shipping advices should be prenum­
bered.
Completed prenumbered invoices should 
be checked with the customers’ orders for 
accuracy of quantities, prices, extensions 
and terms.
Sales invoices should be summarized 
and classified by a department other than 
the accounting department.
The following classes of sales should 
be controlled in the same manner as sales 
to customers:
(a) Sales to employees
(b) Scrap and waste sales
(c) Sales of equipment
(d) C.O.D. sales
(e) Cash sales
Returned items should be received and 
cleared through the receiving department 
to those who are authorized to issue credit 
memoranda.
Purchases and Expenses
Purchasing department should be di­
vorced from the accounting, receiving and 
shipping functions.
Purchases should be made on prenum­
bered purchase orders.
Receiving tickets should be prenum­
bered and a permanent record thereof 
kept in the receiving department.
Returned purchases should be cleared 
through the shipping department.
The accounting department should 
check the invoices against purchase or­
ders, receiving reports, and inspection re­
ports.
The accounting department should 
check all invoices as to prices, extensions, 
and freight charges.
Purchases made for employees should 
be cleared through the purchasing depart­
ment in a routine manner.
Vouchers should be prepared for all 
purchase and expense items and the dis­
tributions established by responsible em­
ployees.
Vouchers should be examined by a re­
sponsible officer or employee to ascertain 
completeness of attachments and various 
required approvals.
Payrolls
Preparation of the pay roll should be 
distributed among a number of employees.
Clerical operations in preparation of 
pay rolls should be double checked before 
payment.
Changes in rates, additions, and dis­
missals, should be authorized on rate card 
by someone not connected with the pay 
roll department.
If paid by check, the checks should be 
prenumbered and signed by employees 
who do not participate in any of the cash 
or payroll functions.
If payments are in cash, receipt of pay­
ment should be obtained by the pay­
master.
Pay roll bank account should be recon­
ciled by employees outside of the pay roll 
department and in the same manner as 
regular bank accounts.
Other
Responsibility and duties of officers 
and key employees should be reasonably 
fixed.
(Continued on page 11)
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THE CLOSELY HELD CORPORATION 
A CHALLENGE TO THE 
INDUSTRIAL ACCOUNTANT
By BETTY T. McGILL, C.P.A., West Palm Beach Chapter, A.S.W.A.
It was pointed out in a recently pub­
lished technical article that the closely 
held corporation is of vital interest to the 
small and medium size public accounting 
firms because the majority of their corpo­
rate clients fall in the closely held cate­
gory. However, not all closely held corpo­
rations are of small or medium size; many 
are quite large. But, regardless of size, 
certainly all of them can benefit from the 
services of a competent private account­
ant, as well as from the services of the 
public accountant. So, we can say that 
the closely held corporation is of vital 
interest to the industrial accountant as 
well as to the public accountant.
A close corporation can be viewed for 
some purposes as an incorporated part­
nership. The owners have adopted the 
corporate form of organization for the 
sake of legal entity, limited liability, easy 
division and transmission of ownership 
interests, and perhaps for other reasons.
In many respects, the closely held cor­
poration resembles the widely held corpo­
ration. For both, the powers, duties, and 
liabilities of corporate management are 
the same. The laws apply equally to the 
officers and directors of all corporations, 
and it makes no difference if the corpora­
tion is closely held.
Both types of corporation have similar 
problems, of varying degree, concerning 
general management and administration, 
finance, production, sales, purchasing, 
personnel, and office management. We 
shall try to consider the variances and 
the part the industrial accountant plays 
in them.
The close corporation most often be­
gins operations on a very small scale, then 
later develops into a larger, more complex 
organization. Some farsighted stockhold­
ers employ the aid of competent manage­
ment consultants at the time of or­
ganization or before, but too few avail 
themselves of this service. In the begin­
ning, the owners may not realize the need 
for a qualified accountant and in many 
instances are not able to afford one. One 
day they may awaken to find their records 
deeply involved and their bookkeeper un­
able to cope with ever-increasing finan­
cial problems.
Many of these corporations are prompt­
ed to seek professional assistance by rea­
son of tax deficiencies, embezzlement, or 
a need to increase capitalization; while 
others continue on and on until their rec­
ords are in a hopeless state of confusion.
From these situations, and others, arise 
the opportunities for qualified industrial 
accountants to assume a vital role in 
closely held corporate management. When 
an accountant assumes one of these posi­
tions, he is confronted with special chal­
lenges not always apparent in the publicly 
held corporate setup.
If the business has been operated pri­
marily by a majority stockholder, as so 
many of them are, the owner may be reluc­
tant to change his old routine. He has 
been accustomed to making mental notes 
of important data, and he doesn’t like to 
put things in writing. He is apt to begin 
a new operation without advance account­
ing preparation. He may intermingle 
transactions among several subsidiaries 
already in existence. He can probably 
forecast the net income of any one of his 
companies without ever looking at the 
books but is not too concerned with the 
recognized standards of accounting by 
which the results are ascertained. He may 
even be resentful of being goaded for one 
reason or another to utilize the services 
of a skilled accountant. Added to this, his 
long-time employees, accustomed to a free 
hand in the company’s sales, purchasing, 
and cash transactions, may be hostile to 
suggested controls and internal auditing 
procedures.
This is fertile ground to test the execu­
tive accountant’s ingenuity, diplomacy, 
salesmanship, and perseverance, in addi­
tion to his knowledge. If he is truly well 
qualified and has over-all perspective, 
there are no limitations as to his useful­
ness in contributing to the financial wel­
fare of his company.
As an initiatory procedure to identify 
himself with management in the closely 
held corporation, the executive accountant 
must gain the confidence of the stock­
holders, who are usually related and ac­
tive in all phases of operations. They, 
many times, are uneasy about the profi­
cient, administrative accountant, who is, 
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in their scheme of things, an outsider. 
They may be fearful that he will exceed 
his responsibilities and seek to make pol­
icy decisions for them. They are frequent­
ly self-conscious about accepting recom­
mendations or advice from him. They may 
not understand his accounting principles 
and for that reason may be scornful of 
them. To merit confidence, these issues 
must be patiently and successfully re­
solved.
As a part of management we are con­
sidering the accountant in the broadest 
sense of his vocation, but primarily the 
basic duties of accounting lead directly 
to analytical and reporting services re­
lated to past, present, and future opera­
tions of the business.
As to past operations, a very revealing 
and interesting report which is easily un­
derstood by the closely held corporation 
executive is the SOURCE AND DISPO­
SITION OF WORKING CAPITAL. This 
statement, as a supplement to the usual 
monthly financial statements, presents a 
wealth of information in capsule form.
In the performance of his task in re­
cording current financial data, the ac­
countant must sometimes resist stubborn 
efforts on the part of the close corporation 
executive to prescribe incorrect account­
ing entries. The executive, unacquainted 
with accepted standards of accounting 
and tax refinements, may attach little im­
portance to them. He may ask why these 
things are significant, and one should be 
ready and able to give a comprehensive 
answer.
In connection with future business deal­
ings, the accountant should discuss the 
merits of a budgeting program. A budget 
is an aid to eliminating problems in con­
nection with too much inventory, or not 
enough; planning for and meeting pay­
rolls ; and preparing for tax and debt 
retirement outlays. The average small and 
medium size business is sometimes in 
greater need of a budget than the large 
corporation.
After the accountant has induced the 
close corporation executive to utilize and 
rely on accounting analyses and reports 
in the operation of the business, he should 
explain to the executive the value of 
proper internal control. It is, after all, a 
fundamental responsibility of the account­
ant to control property such as cash, re­
ceivables, inventories, and plant and 
equipment. The accountant is in a logical 
position to establish an accountability 
under which management is assured of 
the proper usage of these assets.
The close corporation accountant surely 
must guide the management in tax mat­
ters. The closely held corporation is some­
times inclined to ignore proper tax 
accounting.
For example, in matters of taxation the 
accountant could point out the importance 
of accurate records with regard to offi­
cers’ travel and entertainment expenses 
for business purposes which are reim­
bursed by the corporation. The executive 
may be prone to disregard notations show­
ing the places traveled, individuals visit­
ed, and detailed expenses incurred. Ex­
treme effort should be made to exclude 
personal expenses of officer-stockholders 
from the corporation books.
The corporate president should be ad­
vised as to the reasonableness of his 
salary and the salaries of other officers in 
relation to duties performed and value to 
the business.
The accumulated earnings tax should be 
discussed. For closely held companies in 
particular, it may be better to pay the 
penalty surtax than to pay out after-tax 
earnings as dividends to stockholders in 
high tax brackets. Payment of the penalty 
surtax means keeping the balance of the 
earnings in the corporation, which earn­
ings then will be reflected in the value of 
the stock and taken at the capital gain 
rate if the stockholder sells out. The situ­
ation should be studied from both angles 
and the best course determined.
The future plans of the corporation 
should be examined carefully to deter­
mine what portion of the retained earn­
ings will be needed to finance anticipated 
expansion or replacement of property. A 
study of working capital requirements 
should be made and advice given as to 
dividend policy. All financial plans of the 
corporation should be meticulously de­
tailed in the corporate minutes.
Problems, such as amount of debt that 
can be supported in relation to the share­
holders’ equity, forgiveness of debt by a 
shareholder, receivables from officer­
stockholders, multiple corporation struc­
ture, and changes in corporate structure, 
should be discussed and analyzed with a 
view to tax consequences.
Once the accountant has gained the con­
fidence of management and begun his in­
structive program concerning records, re­
ports, systems, and taxes, he should en­
courage the management to have a certi­
fied audit of its records, if it has never 
had one, and to continue having one if it 
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has. An audit can serve as a starting point 
and authority for a fair valuation of ac­
counts in the books. If the close corpora­
tion has never had an audit, it may indeed 
be a revelation to the stockholders. The 
management may be astounded to learn 
how many inaccuracies have accumulated 
in the records. It may suddenly discover 
that the book value of its stock has sky­
rocketed, or is worthless.
Once the audit report is in the hands of 
management, the accountant may be call­
ed upon to explain the changes made in 
valuation of balance sheet accounts, or 
to explain why an account is now shown 
under a different section of the balance 
sheet from what it was before. This can 
be quite a challenging experience.
For example, have you ever tried to ex­
plain to a highly successful business man 
Why cash segregated for the future re­
placement of property assets should not 
be shown as a current asset when he con­
siders that cash is cash no matter how 
you look at it?
Or have you ever tried to explain why 
the value of insurance on the lives of 
officers should be stated at the cash sur­
render value rather than the premium 
cost, and why we just don’t show this 
value as a current asset?
And have you ever tried to explain the 
difference between a prepaid expense and 
a deferred charge to a man who is merely 
amused by the accounting profession’s in­
tent concern with such definitive matters?
We have considered the importance of 
confidence, the value of an educational 
program in accounting and taxes, and the 
usefulness of encouraging a certified au­
dit as part of the accountant’s role in the 
closely held corporation. Along with this 
are the usual demands on the accountant. 
He is expected to be a one-man specialist 
in systems, internal controls, costs, taxes, 
budgeting, auditing, analyzing financial 
statements and the stock market, investi­
gating employee pension and profit-shar­
ing plans, and in general is trusted to be 
a living business encyclopedia.
This presents quite a contrast as com­
pared to the very large corporation which 
usually has a specialist for each phase 
of its financial operations. Too, the cor­
poration whose capital stock is traded on 
the stock exchange is required to have a 
certified audit of its records, and by rea­
son thereof, its accounting procedures 
normally conform to the principles of ac­
counting as set forth by the American 
Institute of Certified Public Accountants. 
The officers of these corporations, there­
fore, have been indoctrinated to these 
standards and have learned to accept 
them.
In summarization, it is apparent that 
the industrial accountant with the closely 
held corporation has three general chal­
lenges :
1. To satisfy management that it has 
a continuing need for a full-time, 
high-level accounting executive.
2. To realize the favorable conclusion 
of an educational and informative 
program designed to bring about 
management’s complete understand­
ing of why accounting and tax tech­
niques are as they are.
3. To induce management to have an 
annual certified audit of its records.
The accountant who successfully brings 
these challenges to a satisfactory conclu­
sion earns for himself a well-defined part 
in the management of the closely held 
corporation. Every closely held corpora­
tion executive won over to the cause of 
high standards of performance in ac­
counting represents a great stride for­
ward for our profession, and this should 
be the aim of every professional industrial 
accountant.
(Continued from page 8)
Accounting department should be com­
pletely separated from sales, manufactur­
ing, purchasing, cash receipts and dis­
bursements and insurance.
Employees in position of trust should 
be bonded.
Employees should be required to take 
vacations.
Internal reports to the management 
should be adequate and frequent.
Insurance should be periodically re­
viewed.
Journal vouchers should be explained in 
detail, supported by substantiating data, 
and approved by a responsible employee.
From the Editor’s Desk
A most cordial welcome to our new 
readers—the members of Tampa Bay 
Chapter No. 55 and New Orleans Chapter 
No. 56, as well as nearly five hundred new 
subscribers: women who are studying 
accounting through the International Ac­
countants Society. All are invited to 
participate in the publication—not only 
to draw from it inspiration and technical 
information but to contribute their think­
ing and experience.
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TAKING ACCOUNT OF HUMAN RELATIONS
By CECILIA VER HAGE, Holland Chapter A.S.W.A.
“Wake up, Rip Van Winkle! It’s time to 
shave your beard of human indifference. 
It’s time to re-stock that old flintlock and 
load it with pellets of human motivation. 
It’s time to refill that jug with elixirs cap­
able of producing human consideration.”
“Ho-hum—what’s all this about? Me 
shave my beard of human indifference? 
What crazy talk is this?”
Perhaps it isn’t crazy talk. About twenty 
years ago, American business began to 
open its eyes to the fact that it needed to 
give much more time and consideration 
to human relations. Why? Because mana­
gers began to realize that “human rela­
tions” is the means by which they get 
things done through others, that proper 
attitudes coupled with knowledge and skill 
account for productive results. The worker, 
too, knows that through “human relations” 
he will become an integral part of the or­
ganization and that he will get along with 
his boss and his co-workers through its 
functioning.
If we examine the business system close­
ly, we draw the conclusion that it is based 
on two factors—technical and human. The 
technical embraces economics, finance, and 
production. The human includes a social 
system composed of people with whom we 
have personal dealings. It covers the way 
people live, think, and co-operate in the 
business world. How an employer treats an 
employee, how a manager treats a union 
worker, how a businessman treats his cus­
tomers, and similar instances, can all be 
categorized as “human relations.”
You ask the question: “Should the human 
relation angle of business replace the tech­
nical angle of business?”
The answer is “No.” They should go 
hand in hand. Human relations endeavors 
to create a balance between the technical 
and the human factors in business. Of what 
importance is a technical decision based on 
on economical logic when its effect on 
human society is disregarded? The passing 
of a new tax may be technical, but how will 
it affect the people? The confiscating of 
property to build roads is technical, but 
how will it affect the victim’s property and 
well-being?
When we begin to combine the human 
and the technical in the same business sit­
uation, then we are beginning to use sound 
business judgment based on effective think­
ing. It is a means of building and maintain­
ing human dignity and satisfaction as 
opposed to the mere production of a com­
modity under inhuman circumstances.
Most of us have concentrated on the tech­
nical factors of business. We have literally 
devoured textbooks of economics, finance, 
English, accounting, and many others, dot­
ing on the fact that we have been “degreed” 
and “pedigreed” in theory. Since the last 
few decades we have begun to realize that 
our technical developments have overshad­
owed our accomplishments in human rela­
tions.
Fortunately, American business and edu­
cation groups are doing something about 
the development of “human relations.” The 
problem begins from the lowest level all the 
way up to the Board of Directors. Business 
feels its responsibility to the community. 
Large businesses make liberal grants to the 
Community Chest; public institutions re­
ceive fabulous endowments; business ex­
ecutives are chairmen of civic projects. The 
growth of labor unions shows that man 
receives consideration. Co-operation is 
stressed to maintain a balance between the 
technical and the human. In the end, good 
human relations pays dividends both soci­
ally and economically.
In 1947, Clarence Francis, chairman of 
the Board of General Goods Corporation 
said: “The problem of individual produc­
tivity is primarily and fundamentally one 
of human relations. People are composed of 
body, mind, and spirit, all of which, but 
particularly spirit, should be applied to 
executing assigned tasks if maximum pro­
ductivity is to be attained.”1
1 Davis, Keith. “Human Relations as a Basis”, 
Education for Business Beyond High School, 
The American Business Education Yearbook, 
Vol. XIV, 1957, p. 142
When a person wants to do something, 
he will complete the task no matter how 
long and diligently he has to work at it. 
This same principle can be applied in busi­
ness. It is the manager’s business to see 
that the worker wants to do the work and 
that the end result will be satisfactory.
(Continued on page 13)
1 Francis, Clarence. “What’s Ahead for Those 
in Inustrial Relations Work?” (A sym­




By LUCILLE PERELMAN, C.P.A., Charleston, West Virginia
“RETURNABLES IN THE 
CONSTRUCTION FIELD”
In the electrical and mechanical divi­
sions of the construction field the many 
items returnable for credit on which a 
deposit has been expended may be ac­
counted for simply and concisely by the 
following method:
Prepare a columnar sheet showing the 
date of invoice, vendor’s assigned number 
and size, vendor from whom purchased, 
vendor’s invoice number, your project or 
job number, amount of deposit involved, 
sales taxes if applicable, date returned 
to vendor, date of credit issued, amount 
of credit, purchase order number on 
which originally purchased.
Entries made on this columnar record 
when deposits are expended comprise a 
simple inventory at all times whether the 
items be reels from which wire has been 
used or drums from which oil for hydrau­
lic systems were transported. The least 
amount of time may be expended in tak­
ing an over-all inventory of money in­
volved on items classified as returnables.




Following are helpful rules in computing 
the interest on any principal for any num­
ber of days. When the principal contains 
cents, point off four places from the right 
of the result to express the interest in dol­
lars and cents. When the principal contains 
dollars only, point off two places.
4% Multiply the principal by the num­
ber of days and divide by 90.
5% Multiply by the number of days 
and divide by 72.
6% Multiply by the number of days 
and divide by 60.
8% Multiply by the number of days 
and divide by 45.
9% Multiply by the number of days 
and divide by 40.
10% Multiply by the number of days 
and divide by 36.
—Maxine Wells 
Grand Rapids
(Continued from page 12)
Perhaps the method of treating the work­
er is based on psychology—no two persons 
react to the same situations and can be 
handled alike. However, there must be a 
reciprocation. Since workers have been 
hired to perform similar tasks for the ad­
vancement of business, they expect to work 
together to derive a mutual benefit. If the 
worker wishes to quit he is free to do so; 
if management wishes to “fire” him, it is 
free to do so—if there is no co-operation 
in their business relationship.
“Underlying all human relations is human 
dignity. This idea recognizes that business 
people exist for people, rather than the 
other way around. The producer comes first, 
rather than his production; the customer 
comes first, instead of the purchase; and so 
on . . . The philosophy of human dignity rec­
ognizes that the whole man is involved in 
business, instead of only his skill or money. 
Human dignity is basic to human relations; 
if men were treated as animals, there would 
be no need to study human relations. The 
worker comes first, then the employer. The 
customer comes first, then the businessman; 
the child come first, then, the teacher. Dig­
nity comes first; reasoning comes second.”1
If man is treated as a man, he feels and 
acts like a man—a creature who is created 
in God’s image, proud to be called a child 
of God. Treat him like a dog? He will snarl 
and bite. Treat him like a man? That’s the 
“human” part of it.
Old Rip Van Winkle stroked his twenty 
years’ growth of indifference, nodded his 
head and knowingly muttered, “I see what 
you mean. I can’t see my feet when my 
beard’s too long. What I need is a clean 
shave so you can see my ‘human relations.’ ”
1 Davis, Keith. “Human Relations as a Basis”. 
Education for Business Beyond High School, 
The American Business Education Yearbook, 
Vol. XIV, 19 1957, p. 142
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TIPS FOR BUSY READERS
By CATHERINE E. MILES, Ph.D., Atlanta, Georgia
1. Accounting Reports for Management, 
Ronello B. Lewis, Prentice-Hall, Inc., 
Englewood Cliffs, N. J., 1957, 187 pp., $15.
This book is said to provide, “New 
methods to speed-up preparation time, 
cut down costs . . . and give management 
more usable information in a more com­
plete form.” It deals with various business 
and accounting reports with the idea of 
pointing the way towards better and easier 
reporting. It gives both discussion and 
illustrations. You will find this a valuable 
book for controllers, general accountants, 
typists, or anyone who deals with reports 
in any way.
2. Sampling Techniques in Accounting, 
Robert M. Trueblood and Richard M. 
Cyert, Prentice-Hall, Inc., Englewood 
Cliffs, N. J., 1957, 211 pp.
This recent publication emphasizes a 
subject which has been long neglected in 
the field of accounting. The role of sta­
tistics in all phases of business organiza­
tion and operation has enlarged over the 
years. Accountants also should be aware 
of this valuable tool. The nexus of both 
the disciplines of statistics and account­
ing may benefit the public accountant as 
well as the industrial accountant.
Basic statistical sampling theory is pre­
sented and, as explained by the authors, 
the material is explained in simple non­
technical terms. The presentation seems 
to have been done remarkably well.
The book deals, too, with the applica­
tion of statistical principles to situations 
based upon actual experience. Various 
topics involving system procedure, audit­
ing, and management control are covered 
in a very adequate manner. Problems 
such as confirmations, the aging of re­
receivables, and inventory valuation are 
considered at length.
The book is designed to be used as a 
text or as a reference book. The profes­
sion of accounting should welcome it as 
a valuable addition to the literature in 
the field.
Norman X. Dressel, C.P.A.
Associate Professor of Accounting 
Georgia State College of B. A.
3. “Disclosure: What Next?”, Charles T. 
Horngren, The Accounting Review, Volume 
XXXIII, No. 1, January, 1958.
This article is an extension of the au­
thor’s previous treatment of the subject 
(Accounting Review, October, 1957, pp. 
598-604). In the former article, the need 
for more extensive disclosure in annual 
reports was emphasized. This move was 
necessary primarily from the investor’s 
viewpoint.
In the present article the author dis­
cusses special areas where more attention 
is needed. Included are: breakdown of 
sales, depreciation, leases, foreign oper­
ations, research, capital expenditures, 
funds statements, and inventory presenta­
tions. There is no doubt that more ex­
planation of these items in annual reports 
would be valuable for readers. As has 
been true in the past, there will probably 
continue to be reluctance at complete dis­
closure. However, it is interesting to ob­
serve that some of the above subjects are 
receiving increasing emphasis. This is 
especially true of funds statements. 
Whether disclosure will become as broad 
as envisioned by the author remains to 
be seen.
Norman X. Dressel, C.P.A.
Associate Professor of Accounting 
Georgia State College of B. A.
4. “Effect of Salvage Value on Depreci­
ation,” Mark Taynton, Taxes, The Tax 
Magazine, February, 1958.
The new depreciation regulations re­
garding salvage may cause some compa­
nies to revise their accounting practices 
regarding salvage or perhaps, some ad­
justment of income of prior years. The 
depreciation problem seems to be centered 
on the question of whether to consider the 
amounts recovered from disposal of assets 
as “salvage credits” or merely as “junk 
credits.” Annual depreciation charges 
would differ depending on the concept used.
5. “Never Overestimate the Power of a 
Computer,” Ralph F. Lewis, Harvard Busi­
ness Review, September-October, 1957.
The author of this article takes away 
Continued on page 15)
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some of the tinsel or glitter surrounding 
the issue of whether or not to install a 
computer. He faces this as any crucial ques­
tion for management: Will the installation 
add to the company’s profits?
The author lists several “don’ts” when 
trying to make this decision, such as:
(1) Don’t plan an installation just to 
“keep up with the Joneses.”
(2) Don’t switch well established tabu­
lating routines to a computer.
(3) Don’t expect a one application job 
to pay for the computer.
(4) Don’t accept delivery until plans 
have been completed and you are ready.
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739 Rogers Avenue, Brooklyn 26, New York 
Norfolk—Mrs. Mary W. Crocker 
742 West Princess Ann Road, Norfolk, Virginia 
Oakland—Mrs. Elinor Wallace 
25 Gleneden Avenue, Oakland 11, California 
Oklahoma City—Miss Julia Katz
700 Culbertson Drive, Apartment 4, Oklahoma City, Oklahoma
Philadelphia—Mrs. Anna Belle Booth
2122 Sansom Street, Philadelphia 3, Pennsylvania
Phoenix—Mrs. Helen I. Matthews 
1114 West Heatherbrae, Phoenix, Arizona 
Pittsburgh—Mrs. Mary D. Franklin 
9229 Pannier Road, Pittsburgh 37, Pennsylvania 
Portland—Mrs. Thama Hill 
1235 S.E. 26th Avenue, Portland, Oregon 
Richmond—Mrs. Elizabeth D. Collins 
3514 Hanover Avenue, Richmond, Virginia 
Rockford—Miss Irene White 
2310 Greenwood Avenue, Rockford, Illinois 
Sacramento—Mrs. Edith B. Shane, C.P.A. 
1317 24th Street, Sacramento, California 
Saginaw—Miss Katherine Bridwell 
c/o Bay Refining Corporation, Second National Bank Building, 
Saginaw, Michigan
San Diego—Mrs. Elizabeth F. Mathews 
4785 West Point Loma Boulevard, San Diego 7, California 
San Francisco—Mrs. Grace Luscombe 
1925 Anza Street, San Francisco, California 
Savannah—Miss Anne Guill 
11 Rommell Avenue, Garden City, Savannah, Georgia 
Seattle—Mrs. Dorothy Madison, C.P.A.
7910 Ashworth Avenue, Seattle 3, Washington
Spokane—Mrs. Mary Bohling
Paine. Lowe. Coffin & Herman, 602 Spokane & Eastern Building, 
Spokane, Washington
Syracuse—Miss Larissa Kondratick 
711½ West Onondaga Street, Syracuse, New York 
Tacoma—Mrs. Renie M. Pederson, C.P.A. 
1502 Puget Sound Bank Building, Tacoma, Washington 
Tampa Bay—Miss Ruby Hutto
P. O. Box 2871, Tampa 1, Florida
Terre Haute—Mrs. Bertha Meyer
R. R. #5—Box 484, Terre Haute, Indiana
Toledo—Mrs. Florence Henning
2450 West Central Avenue, Apartment 24, Toledo 6, Ohio
Tulsa—Miss America Huls, C.P.A.
1304 South Troost, Tulsa, Oklahoma
West Palm Beach—Mrs. Irma S. Grider 





The school’s 24-page Catalogue A 
is available free upon request. 
Address your card or letter to 
the Secretary, IAS....
 
One of the unique features of IAS training is the 
Resident Final Examination, introduced in 1925. This 
plan has made a direct contribution to the success of 
thousands of IAS graduates.
• Upon successful completion of the Diploma Course 
of 90 assignments, an IAS student is given a compre­
hensive Resident Final Examination in his own com­
munity, under the supervision of a local Certified 
Public Accountant (or an attorney at law if no CPA 
is available). The examination questions, prepared 
by the IAS Faculty, are forwarded under seal to the 
local examiner, who holds the examination in his 
office. Adequate controls are used to see to it that no 
two students in the same locality are given the same 
examination.
• The examination usually takes five to six hours. 
The examiner is required to certify that the student 
completed the work entirely on his own, without 
access to any textbooks or notes. The examination 
papers then are forwarded by the examiner to Chicago 
for faculty correction and review, to determine if a 
diploma should be awarded.
• No IAS Diploma has been awarded to any student 
enrolled since April, 192 5, unless the student has 
passed such an examination.
• The Resident Final Examination plan safeguards 
the integrity and enhances the value of the IAS 
Diploma. It assures prospective employers that IAS 
graduates possess a thorough, tested knowledge of 
accounting.
INTERNATIONAL ACCOUNTANTS SOCIETY, INC.
A Correspondence School Since 1903
209 WEST JACKSON BOULEVARD • CHICAGO 6, ILLINOIS
IAS is on Accredited School, accredited by the Accrediting Commission of the National Home Study Council
